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STANDARD COSTS
By MINNA YAVIL TOMKIN, C.P.A.
Mrs. Tomkin is a Charter member and past president of District of Columbia
Chapter of ASWA. She is a member of AWSCPA; District of Columbia Institute
of CPA’s; Federal Government Accountants’ Association; and Kappa Delta
Epsilon.
Her education includes a B.S. Degree from Temple University, and M.A. in
Accounting from George Washington University. She is a C.P.A. of Pennsylvania.
At present Mrs. Tomkin is auditor, Internal Audit Staff of the Comptroller of
the Navy. Immediately prior she was Special Assistant to the Director of Account
ing, Office of Price Stabilization. She also has Corporate and public utility ex
perience in financial analysis with the Securities and Exchange Commission, and
public accounting and teaching experience.
Standard cost accounting has been de
scribed as accounting for exceptions. By
this is meant the recording and identifica
tion of variations from the standard itself.
According to this interpretation, after
quantities of material, labor and burden
have been computed for the fixing of stand
ard costs on the basis of work, process or
job specifications, the only other costs
which must be accounted for as manufac
turing or production continues are those
arising from the waste in the use of the
components of fabricating cost. For ex
ample, it may be assumed that sheet steel
blanks are purchased to be formed in a
press; each blank will make one of a de
sired article, and the assumed standard cost
of each is ten cents. Hence, there is no
price variation. When processed, if there
are no mishaps and operations are paid for
on the basis of a one hundred percent wage
incentive, there would be no variation at
all. As a result, it would not be necessary
to maintain plant records to report mate
rial spoilage or labor variations; costs
would be known in advance and no cost ac
counting needed. However, if any of the
blanks were damaged in processing and had
to be scrapped, which no doubt would hap
pen to a few, then only those spoiled would
have to be reported for accounting purposes.
If the foregoing principles of setting stand
ards and recording exceptions are applied
to all functions and activities of a business,
the result is budgetary control.
Standards are the basis upon which bud
gets are created. Standards are the distilla
tion of the details of the quantity and price
for material, labor, burden, administrative
and selling expenses, as well as of the sales
prices of the articles fabricated and offered
for sale. Budgetary control is the use of

all the various standards evolved for the
several components of total cost in holding
variable costs of actual operations approxi
mately in line with the forecasted results.
It should be noted that revision of the bud
get during the budget period so as to bring
the budget in line with the actual is not
budgetary control and should not be done
except under rare circumstances. The ve
hicle most commonly used in planning is the
forecast budget. A budget or forecast in
come statement is usually prepared in sub
stantially the same form as the historical
income statement. Cost data developed for
profit determination purposes provide the
starting point for the development of the
expected actual costs needed for planning
use. The adaptation of past costs, assuming
no significant change in products or meth
ods, to provision for expected actual costs
in planning is developed with reference to:
(1) The price which will prevail during the
budget period for material, labor and serv
ices; (2) the efficiencies which can be ex
pected in the utilization of material, the
application of labor, and the utilization of
facilities and services; and (3) the influ
ence of volume or rate of activity on costs.
One of the means of securing control of
costs is through the application of informa
tion in accounting reports, in which are re
vealed variances between actual costs and
standard costs. Through proper review and
studious analysis of such reports, the
causes of variances are frequently not too
difficult to divine. Cost control is concerned
with charges at the points of incidence or
origin of the elements of cost—labor, mate
rial, burden, administrative and selling ex
pense. Therefore, determination of the
causes for variations from standard re
quires a fine sub-division of costs by nature
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The operating budget and standard costs,
related to normal capacity operation, should
be one and the same thing; the budget
should simply be the means of setting addi
tional standards at levels of operation other
than normal, but at all times with reference
to the standards as a basis. It should be re
membered that the basic standards are
those standards which, once established, are
used from year to year, and are changed
only when a method or procedure is revised.
Again, since no one can foresee many of
the changes which are bound to occur in
any future period, the budget must be suffi
ciently flexible to incorporate properly all
changes in wage rates, operating conditions,
etc., as they occur. Failure to provide such
flexibility may result in failure of the bud
get as a tool of cost control. In addition,
budgets should be made in detail as it is
generally considered that lump sum budget
allowances never secure results.

of expenditure. Thus, the incorporation of
standard costs with actual costs on the
books of account necessitates a modification
of the basis of costs classifications at the
point of origin in order to provide the re
finement required for control while at the
same time retaining those classifications
needed for profit determination.
In connection with the predetermination
of what cost should be in formulating cost
standards, there is also needed accurate
classification of costs based on variability
at various rates of activity. Thus, the vari
able or flexible budget has emerged with
more scientific and valid cost classifications
related to variability. By developing stand
ards in the form of rates per unit of activ
ity for fully variable costs, fixed allowances
for wholly fixed costs, and rates and allow
ances for semi-variable costs, measurement
of performance as a step in control is made
possible for any rate of activity experiences.
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ACCOUNTING PROBLEMS
OF SMALL BUSINESS
By BEN W. BRANNON, C.P.A.

Mr. Ben Brannon is Chairman of the Atlanta Chapter of the Georgia Society
of Certified Public Accountants.
He has been actively engaged in public accounting since 1942 when he joined
the staff of Mount and Carter, Certified Public Accountants. In 1948 he became
a partner in the firm. Mr. Brannon is a graduate of Atlanta Law School and the
Institute of Business and Accounting.
This article was the subject of a talk given by Mr. Brannon before the Atlanta
Chapter of ASWA in May of this year.

Accounting is recording business history,
and the accountant is the historian. For the
accountant keeps the record, or log, of the
financial transactions of the business.
And those records ought to be properly
kept whether the purpose of the business is
to make a profit, to maintain health and
welfare, or to save souls. Indeed the stock
holders, the owners, the various governmen
tal agencies, and management insist that
those records properly and adequately dis
close the facts.
The accountant then is an important per
son in business and in society. Let no one
discount his responsibilities.
Concepts of small business may differ, but
the difference is only in where to draw the
line.
Small businesses have many problems in
common with large ones. Both have to live

with government regulations, price ceilings
and wage freezes in a war economy. Both
have to compete with the government for
competent personnel. Both have to pay
sales taxes, income taxes, payroll taxes, and
excise taxes. Both have the problems of bal
anced inventories, collections of receivables,
paying trade creditors. Then—the prob
lems of smaller businesses are made more
acute by the lack of facilities, personnel, or
even the time for management to properly
act upon those self same problems. Add to
this, the fact that smaller businesses often
cannot afford, or think they cannot afford,
to retain the services of experts in each of
these fields and you begin to see that the
problems of small business often are even
greater than those of big business.
You might say “but those are not ac(Continued on page 10)
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